fll. CAPITALIZATION GRANT AGREEMENT

A. FY2014 DRAFT Intended Use Plan

(Final copy to be forwarded upon completion of Public Hearing)




STATE OF RHODE ISLAND
FY2014 INTENDED USE PLAN
in support of the
FEDERAL FISCAL YEAR 2013 CAPITALIZATION GRANT

To be made available by the Federal Clean Water Act for the
Clean Water State Revolving Fund

Introduction

The Rhode island Clean Water Finance Agency (“Agency”), hereby submits to the Environmental
Protection Agency (“EPA”), the Intended Use Plan (IUP) for all Clean Water Act ("*CWA”), Title VI
funds available to the Clean Water State Revolving Fund (CWSRF) including the Federal Fiscal Year
(FFY) 2013 allotment of $8,955,000. The FFY2013 funding includes the State of Rhode Island’s
twenty-percent match of $1,791,000 for a total amount of $10,746,000. The Consolidated and
Further Continuing Appropriation Act, 2013 (P.L. 113-6) carries over the requirements and conditions
provided under the FY2012 Consolidated Appropriations Act (P.L. 112-74) which requires that not
less than 20% but not more than 30% be made available under this title to each State for the CWSRF
capitalization grants and shall be used by the State to provide additional subsidy to eligible recipients
in the form of forgiveness of principal, negative interest loans or grants (or any combination of these)
and shall be so used by the State only where such funds are provided as initial financing for an
eligible recipient or to buy, refinance or restructure the debt obligation of eligible recipients only where
such debt was incurred on or after the date of enactment of this act, except for that the CWSRF
capitalization grant appropriation this section shall apply to the portion that exceeds $1 Billion. The
Consolidated and Further Continuing Appropriation Act, 2013 (P.L. 113-8) further provides for the
requirement that: “orovided, that for fiscal year 2013, to the extent there are sufficient eligible
project applications, not less than 10% of the funds made available under this title to each State for
CWSRF capitalization grants shall be used by the State for projects to address green infrastructure,
water or energy efficiency improvements or other environmentally innovative activities.” These four
categories of projects are the components of the Green Project Reserve (GPR).

This plan aiso reiterates the Agency’s intended use of revolved monies.
Listing of State Revolving Fund Projects

With this award of the total FFY2013 federal and state allotment of $10,746,000 it is our plan to
continue assisting wastewater abatement projects in Rhode Island and to continue the proper
administration of the Clean Water State Revolving Fund Program (the “Program”). To determine
which projects are to be funded by the Program, the State FY2014 Project Priority List (PPL),
prepared by the Rhode Island Department of Environmental Management ("DEM”), Office of Water
Resources, was reviewed, and projects needing CWSRF funds in FY2014 are identified in priority
order. The projects identified for funding are in the communities of Bristol, Cranston, North Kingstown,
North Smithfield, Warwick, West Warwick, and Woonsocket along with the Narraganseit Bay
Commission (borrowers subject to change).

Within the State of Rhode Island the “first-use” requirement has been met. All National Municipal
Policy (NMP) projects have completed construction, most receiving Title || Construction Grants funds.




Revision fo the Intended Use Plan

Throughout the course of the year, the need may arise to amend this IUP. In such an event, the
Program will only propose projects that have been selected from the approved PPL. The projects on
this list will have been previously identified and approved through the public participation process as
per 40 C.F.R. Section 35.3150 (c).

In the event that projects identified for funding in the IUP are unable to proceed, funding assistance
for these projects will be deferred and other projects from the PPL will be selected for funding based
on procedures in the priority determination system, readiness to proceed and availability of funds.

Short and Long Term Goals

As required by the CWA, the RI CWSRF Program has identified the following goals for the CWSRF.
The goals described below are grouped according to short-term and long-term objectives and are not
listed in any particular order:

A. SHORT TERM GOALS

Goal #1:

Goal #2:

Goal #3:

Goal #4:

Goal #5;

Goal #6:;

Goal #7:

Continue the Program that will continue to operate in perpetuity.

Manage the Program to distribute loan monies to borrowing communities
in a timely and efficient manner.

Administer rules, regulations and guidelines that are conducive to the
proper functioning of the Program while ensuring compliance with the
intent of the CWA.

Develop an intended Use Plan (IUP), to be submitted along with the
annual capitalization grant application, in a timely manner, to EPA.

Administer loan policies and procedures associated with the proper
management of the CWSRF program.

Prepare an annual report which lists the State’s accomplishments for the
fiscal year and submit fo EPA in a timely manner.

Assure full compliance with Title VI of the Clean Water Act and all federal
crosscutting issues as required by the 1987 CWA amendments

B. LONG TERM GOALS

Goal #8:

Goal #9:

Goal #10:

Place emphasis on all municipal facilities in attaining compliance with
RIPDES permits limitations.

Stress the importance of attaining general water quality standards where
they are negatively impacted by municipal point-source discharges.

Coordinate CWSRF activities with both State and Federal enforcement
activities.




Goal #11: Coordinate all state funded programs for wastewater freatment facilities
with CWSRF activities.

Goal #12: Evaluate environmental needs throughout the state, by rating specific
‘ needs for water quality improvement and/or protection and strive to
distribute CWSRF funds in a priority manner.

Goal #13:  Protect the public health and the environment and promote completion of
cost-effective projects.

Goal #14:  Assist communities during facilities planning and application for CWSRF
funding.

Goal #15:  Continue efforts to improve the water quality of the Narragansett Bay and
its tributaries, which was designated as an Estuary of National
Significance in March of 1988.

Goal #16:  Assist in the development of an assessment and management program
for Non-Point Source (NPS) and Estuary Protection projects to be
considered for funding by the State CWSRF.

Program Issues and Initiatives

This IUP addresses the sources of monies expected to be available to the CWSRF as of September
30, 2013. The use of the monies is expected fo go beyond the term of this IUP. The financing
capability of this IUP is based on the total federal and state capitalization grant awarded and paid into
the Automated Clearing House (ACH) to date; direct loan repayments; revolved federal and state
capital, Bond Proceeds and interest earnings from the CWSRF.

Projects are to be funded with this year's available Capitalization Grant monies and state match
which fotals $10,746,000 (See Table 1 attached hereto). In addition to the aforementioned, the
Agency will use repaid funds from previous loans and proceeds from an anticipated bond sale in
December, 2013. The total amount of loans issued in FY2014 from the CWSRF is expected to total
$70 million. These resources will be allocated to long-term direct loans, pooled long-term financings
(Leverage Loans). The resources available in the RI CWSRF are anticipated to be insufficient to
finance all eligible projects ready for financing during this [UP period. The Agency will fund projects
according to the Project Priority List and readiness to proceed.

Information on the CWSREF Activities to be supported

The FFY2013 Capitalization Grant funds for the CWSRF are intended for loans to municipalities, the
Narragansett Bay Commission and other eligible borrowers using either direct loans, leveraged
loansor federal Direct Loans. The maximum permissible principal repayment period shall be 20 years
following project completion, and may begin up to 12 months after construction is completed, but not
to exceed 5 years from beginning of construction.

Rhode Island’s CWSRF has de-allocated LIST funds, federal direct loan re-payments, and state
match direct loan repayments in the fund. These amounts will be used to fund direct loans (not
leveraged), or for leveraged revenue bond pool issues, or to fund another LIST fund during this IUP
period as loan demand and timing dictates.




The Program intends to use four percent (4%) of the federal capitalization grant funds for DEM
administrative costs to support the SRF program. Based upon the FFY2013 allotment of funds, the
DEM plans to use $358,200 of the FFY2013 Title VI funds for administrative support in managing and
operating the SRF program. The Agency, from FFY98 through FFY05 has “banked” the authority to
use the 4% of the federal capitalization funds for DEM administrative costs to support the CWSRF
program. The Agency also banked the FFY2009 American Recovery and Reinvestment Act
Capitalization Grant's 4% administrative monies. To date, $3,849,156 in Capitalization Grant funds
for DEM’s administrative costs have been banked. These “banked” funds have been loaned to
various communities.

The Agency has used its first round of revolved funds for direct loans to municipalities for establishing
management and repair programs for on-site disposal systems (OSDS) to achieve the goals and
objectives of the approved Section 319 Non-point Source Management Plan. This program called the
Community Septic System Loan Program (CSSLP) was publicly announced in March of 1998.
Municipalities and special purpose districts whose primary function is management of OSDS are
eligible to apply for direct loans funded by the revolved CWSRF funds. The Agency in cooperation
with DEM and the Rhode Island Housing (R1 Housing) successfully launched its CSSLP as part of the
CWSRF in the spring of 1999. The Agency has engaged RI Housing to be the homeowner loan
administrator on behalf of the community for the CSSLP. The CSSLP allows communities without
wastewater treatment facilities to access low-interest cost CWSRF funds. Communities are able to
access the CSSLP after completing an On-Site Wastewater Management Plan approved by DEM.
Once the plan appears on DEM's PPL and the Certificate of Approval (CA) is obtained, the
community will negotiate a loan with the Agency. The amount requested shouid be sufficient to repair
or replace failing, failed or sub-standard septic systems. Once the loan is negotiated, the community
may then allow residents to access the funds. The borrowing cost for the homeowner is 2% for a
term up to ten years. To date, the Agency has made thirty-six CSSLP loans to ten communities in
Rhode Island in the total amount of $10,000,000. As an illustration of this program’s success, several
of the communities are on their fourth & fifth round of borrowings and one community is on their sixth
round of borrowings. Several other communities whose On-Site Wastewater Management Plans are
being prepared or reviewed have expressed interest in becoming part of the CSSLP.

In addition to the CSSLP program, the Agency has implemented a new program, the Sewer Tie-In
Loan Fund (STILF). Modeled after the CSSLP, the STILF provides below market rate ioans to
homeowners to connect their residences into the local sewer system and abandon their individual
septic systems.

EPA’s clarification of its regulations regarding the funding of water pollution control infrastructure on
private property does not clear all the barriers towards funding sewer tie-ins. The enabling legislation
of the Agency limits the Agency’s lending to governmental entities. [n order to fund the replacement
of failing septic systems, the Agency and DEM created the CSSLP where the Agency loans a sum of
money to a community, who in turn, through an intermediary, loans qualified residents the funds to
replace the failed septic system. The STILF follows this same procedure to deliver funds to those
wanting to connect to the local sewer system.

The owner of the public wastewater treatment facility or sewerage system will first submit a project
titled “Community Sewer Tie-In Program” to be included on DEM’s Project Priority List.

The sewer system owner's next step is to prepare a document describing the local sewer tie-in
program and any qualifications it may have, the environmental impacts associated with the program,
and how the owner will advertise the program. Since the anticipated work is to occur in previously
disturbed areas (e.g. yards, driveways, parking lots), DEM expects to issue a Categorical Exclusion
for the local tie-in program.




Loans up to $150,000 will be made to the sewer system owner by the Agency at an interest rate of
0%. The system owner will then direct the STILF funds, through an intermediary, to individual
homeowners at a 2% interest rate. The term of the individual loans will be five years. As with the
CSSLP, Rhode Island Housing (Rl Housing) has agreed to act as the financial intermediary. Upon
notification by the sewer system owner that the individual building owner qualifies for the iocal tie-in
program, R| Housing will process the loan applications, cut the checks to the vendors and process
loan repayments. Loans will be made to borrowers based upon program requirements and available
funds.

The maximum a homeowner can borrow from the STILF is $10,000. Connections to the sewer by
either gravity or fow-pressure, including the grinder pump, are both STILF eligible. The cost to
properly abandon the existing septic system (pumping out its content and filling with sand) is also
STILF eligible. Since the average loan is expected to be around $3,000, STILF loans will have a 5
year term. To date the Agency has made four loans out of the STILF to communities in the amount of
$600,000. :

Assurances and Specific Proposals

The Agency provides the necessary assurances and certifications as part of the Operating
Agreement between the Agency and the U.S. Environmental Protection Agency. Rhode Island’s
Operating Agreement includes the requirements of the following sections of the law:

602 (a): Environmental Reviews

The DEM has formulated the State Environmental Review Process (SERP) which has been
approved by EPA. For FFY02 funds, we expect that most projects will require a Finding of No
Significant Impact (FONSH), or, reaffirmation of a FONSI.

602 (b)(3): Binding Commitments

The Agency certifies that it will enter into Binding Commitments for 120% of each quarterly
payment received under the Capitalization Grant within one (1) year of receipt of that payment
into the EPA/ACH payment system.

602 (b){4): Expeditious and Timely Expenditures

The Agency will expend all funds in the CWSRF in a timely and expeditious manner.
Disbursements for approved CWSRF projects are dependent upon changeable construction
schedules. '

602 (b)(5): First Use for Enforceable Requirements
The Agency certifies that it will use CWSRF funds first to assure maintenance of progress
towards enforceable deadlines, goals and requirements of the CWA.

602 (b)(6): Compliance with Title Il Requirements

The Agency agrees to meet the specific statutory requirements for publicly owned wastewater
treatment projects constructed in whole or in part before FY25 with funds directly made
available by Federal Capitalization Grants.

Sources and Uses of Funds Potential

The estimated funds available for projects in this IUP are summarized in Table 1 attached hereto.
The estimate includes awarded but unused (undedicated) EPA and State capitalization grants
available to be drawn from the ACH (see Table 1 attached hereto); direct loan repayments;




deallocated reserve funds; Estimated Bond Proceeds; and interest earnings on investments of
CWSRF resources.

In fiscal years 1997 and 1998, the Rhode Island Clean Water Finance Agency, with concurrence from
its financial advisor, determined that a prudent financing strategy would include direct loans made
with the federal and state match capitalization grants instead of pooled leveraged financing to
accommodate the accumulation of federal award in the ACH and relatively slow construction starts.
Also, the delay in the start of the Combined Sewer Overflow project by the Narragansett Bay
Commission contributed to this decision. The Agency originated $18.5 million in three direct loans in
fiscal year 1997. Two loans were also made in fiscal year 1998, totaling $11.4 million using this
financing mechanism.

Criteria and Methods for Distribution of CWSRF Funds

DEM has an integrated priority ranking systeni, approved by EPA Region I. A Project Priority List
(PPL) is developed annually using this ranking system (Attachment A).

The CWSRF will provide loans for up to 100 percent of eligible project and finance costs; consistent
with Federal limitations on the use of CWSRF funds, with the State determining the eligibility based
on State developed criteria.

The Agency and DEM take several factors into consideration when determining which projects from
the PPL will be funded by the CWSRF. These factors include:

It Relative ranking on the PPL,;

X indication that the community {or service district) has the authority to encumber debt for
wastewater projects from the Agency,

= Indication that the community (or service district) will make application to the CWSRF
for financing;

i Indication that the community’s (or service district's) credit quality is adequate,

= indication that the DEM will appro‘ve the project in the form of a Certificate of Approval;
and

Xt Indication that projects are ready to proceed within six months of bonding the loan.

Federal Cash Draw Proportionality Ratio

The Federal proportional share will be 83 1/3 percent of the incurred costs and the State’s
proportional share will be 16 2/3 percent of the incurred costs. To assure that the Federal
proportional share does not exceed 83 1/3 percent of the incurred project cost the State’s proportional
share will be drawn first.

Projected Funding List

With the award of this grant in the amount of $8,955,000 plus the State Match of $1,791,000 for a
total amount of $10,746,000 the Agency expects to fund all or portions of the projects identified in
Table 2 attached hereto.




Additional Subsidization

The Consolidated and Further Continuing Appropriation Act, 2013 (P.L. 113-8) carries over the
requirements and conditions provided under the FY2012 Consolidated Appropriations Act (P.L. 112-
74) which requires that not less than 20% but not more than 30% be made available under this title to
each State for the CWSRF capitalization grants and shall be used by the State to provide additional
subsidy to eligible recipients in the form of forgiveness of principal, negative interest loans or grants
(or any combination of these) and shall be so used by the State only where such funds are provided
as initial financing for an eligible recipient or to buy, refinance or restructure the debt obligation of
eligible recipients only where such debt was incurred on or after the date of enactment of this act,
except for that the CWSRF capitalization grant appropriation this section shall apply to the portion
that exceeds $1 Billion. The Agency intends to provide the additional subsidization through principal
forgiveness. In order to grow the WPCRF to the fullest extent possible, Rhode Island intends to
provide $421,819 of principal forgiveness as required by the The Consolidated and Further
Continuing Appropriation Act, 2013 (P.L. 113-8). A study by the DEM revealed that there is not a
compelling case for awarding additional subsidization to small or disadvantaged communities. The RIi
CWSRF Program will use the additional subsidization funds to provide principal forgiveness for Green
Project Reserves Loans.

Green Infrastructure

The Consolidated and Further Continuing Appropriation Act, 2013 (P.L. 113-8) further provides for the
requirement that: “provided, that for fiscal year 2013, to the extent there are sufficient eligible
project applications, not less than 10% of the funds made available under this title to each State for
CWSRF capitalization grants shall be used by the State for projects to address green infrastructure,
water or energy efficiency improvements or other environmentally innovative activities.” These four
categories of projects are the components of the Green Project Reserve (GPR). The attached project
list shows that 10% ($895,500) of the total assistance amount is for projects or portions of projects
meeting one or more of the specific objectives required by this provision.

In its solicitation for projects to be included on the FY2014 PPL, DEM announced, to the extent
permitted by EPA, that principal forgiveness funds will be applied to projects that constituted green
infrastructure. This inducement led to 1 project being identified as green infrastructure on the FY2014
PPL with $2,515,100 being requested for financing with the FY2013 CG see below.

Business
GPR Case or GPR
Borrower Project Cateqory | Categorical | Project Cost Eligible Cost
Cranston Wastewater Treatment Plan Upgrades EE Categorical $0,342,560 $2,515,100
Totals $9,342,560 $2,515,100

Gl - Green Infrastructure

El - Environmentafly Innovative

EE - Energy Efficiency

Davis-Bacon Wage Rates

EPA’s FY2013 Appropriations bill requires the application of Davis-Bacon prevailing wage rates to all
treatment works projects funded in whole or in part by the CWSRF. The Davis-Bacon requirements
do not apply to nonpoint source or decentralized wastewater treatment projects. MassDEP ensures




that the required Davis Bacon language is included in contracts, and conducts field verifications of
project compliance with the wage rate requirements:

Schedule of Anticipated Payments into the ACH system

The Rhode Island CWSRF program anticipates deposits into the ACH for the FFY2013 capitalization
grant as per the following schedule. At this time, it is also expected that the Agency will draw cash
from the ACH as per the same schedule:

FFY13 CAPITALIZATION GRANT
ANTICIPATED PAYMENTS INTO EPA/ACH PAYMENT SYSTEM

Federal Fiscal Quatrter Payment Into ACH Cummulative Ceiling
Oct - Dec 2013 (13-1) $358,200 $358,200
Jan-Mar 2014 (13-2) $6,447,600 $6,805,800
Apr - Jun 2014 (13-3) $2,149,200 $8,955,000
Jul - Sep 2014 (13-4) $0 $8,955,000

Public Review and Comment

Notice for the joint public hearing was announced in the Providence Journal Bulletin on July 12, 2013.
The Joint public hearing for the FY2014 Intended Use Plan and FY2014 Project Priority List is to be
held on August 21, 2013. Comments from attendees will be forwarded to EPA when received, along
with responses from the Agency, if appropriate.
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